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Q Pl ease state your name and busi ness address for
t he record.

A My nane is David Schunke and ny business address
is 472 West Washington Street, Boise, |daho.

Q By whom are you enployed and in what capacity?

A | am enpl oyed by the Idaho Public Uilities
Comm ssion as a Public Utilities Engineer.

Q What is your educational and experience
backgr ound?

A | received ny Bachel or of Science Degree in
Civil Engineering at Montana State University in 1972.
have been licensed as a Regi stered Professional Engineer
in ldaho since 1977. | have worked in various capacities,
including a Cost and Materials Engineer with Mrrison
Knudsen Co., Inc. and a consulting engineer with Stevens,
Thonpson & Runyan ( STRAAM Engi neers). As a consultant,
wor ked as Proj ect Engi neer on nunerous civil engineering
projects in Idaho and Oregon for nore than six years.

Since joining the Comm ssion Staff as a
Uilities Engineer in 1979, | have been continuously
involved in rate design and regulatory matters with
virtually all the water, gas and electric utilities
regul ated by the Commi ssion. | served as the Engineering
Section Supervisor from 1983 to 1991, Utilities Division

Deputy Adm nistrator from 1991 through 2000 and Engi neer
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Manager from 2001 to present.
Q What is the purpose of your testinony?
A In nmy testinony | address the issue of system
al l ocation vs. situs assignnent of the Minsanto | oad and
revenue. | will discuss cost-of-service. |In particular,
the allocation of generation and transm ssion plant.
| will also discuss the appropriate range of the
Monsanto interruptible contract rate, the termof the
contract and the appropriateness of a single contract.
Q Pl ease sunmari ze your testinony.
A | am recomrendi ng that the nmethod of allocating
t he Monsanto | oad between the jurisdictions not be changed
at this time. The nmulti-state process (MSP) has been
specifically established to deal with this and ot her
jurisdictional allocation issues. Once a reconmendation
conmes out of that process, it can be presented to the
Comm ssion in a general rate proceedi ng.
| support PacifiCorp’s (the Conpany’s) use of 12
coi nci dent peaks (12 CP) in the allocation of generation
pl ant and transm ssion plant.
| believe the appropriate range for the Monsanto
interruptible contract rate is between 2.3 cents/ kW and
2.7 cents/kWh. | agree wth Monsanto that a single

contract for a five (5) year period is appropriate.
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JURI SDI CTI ONAL ALLOCATI ON — SYSTEM VS SI TUS

Q VWhat is the Miulti-State Process (MSP)?

A On March 5, 2002, PacifiCorp petitioned the
| daho Public Utilities Comm ssion to initiate an
investigation of inter-jurisdictional issues affecting the
Conpany as a consequence of its status as a multi-
jurisdictional utility subject to the jurisdiction of six
state reqgulatory comm ssions. The Idaho Comm ssion, in
Order No. 28978, established a docket for investigation
(Case No. PAC-E-02-3), and approved the establishnment of a
mul ti-state process for analyzing inter-jurisdictional
i ssues. The jurisdictional allocation of special
contracts is one of the issues being considered in the
VBP.

Q How is the Monsanto | oad and revenue treated in
the current jurisdictional allocation?

A The current rates are based on a jurisdictional
all ocation nodel (JAM that treats Monsanto as a system
load. This results in costs being allocated across the
system based on the remaining jurisdictional |oads.
Monsanto’s revenue is allocated to all the jurisdictions
as a revenue credit to offset the costs.

Q Has the Monsanto | oad ever been assigned situs?

A No. Since the UP&L-PP&L nerger in 1989,

Monsant o has been treated as a system | oad for
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jurisdictional allocation.

Q Are there concerns raised by the Conpany and
other jurisdictions pertaining to the current treatnent of
speci al contracts as system | oads?

A Yes. M. Taylor discusses three concerns that
t he Conpany has if Mnsanto is treated as a system | oad.
The first concern is that other jurisdictions may not
assunme the allocated cost of the special contract. |
believe this is a valid concern and | expect it is the
Conpany’s primary concern. \Wile special contracts for
i ndustrial custoners are approved by the state conmm ssion
where that custonmer resides, the cost to serve that
custoner is shared by all the jurisdictions. |If the
approved rate is set below the actual cost-of-service, al
the jurisdictions end up subsidizing that special contract
cust oner.

Q | f the special contract rate is set at ful
cost-of-service, does this concern go away?

A Yes, | believe it does. |If rates are set at
full cost-of-service, including a reasonabl e discount for
interruptibility, there is no subsidy. The costs
allocated to each jurisdiction would be offset by the
revenue credit.

The difficulty is in establishing a rate that

everyone can agree covers the cost-of-service and properly
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values the interruptibility. Cost-of-service for firm

| oad custoners is an inprecise science and establishing
the cost-of-service for an interruptible load is even nore
difficult, requiring considerable judgnment.

Q What is the second issue of concern that the
Conmpany has raised wth respect to treating Monsanto as a
system | oad?

A M. Taylor states in his direct testinony on
page 7, line 2:

Second, market prices and the Conpany’s

avoi ded costs now nmake the contribution

to fixed cost standard much harder to

meet. In nearly every case prices under

the contribution to fixed costs standard

woul d be higher than full enbedded costs.

| recognize that the Conpany is nowin a
condition of resource deficit, increnental costs are above
aver age enbedded cost and market prices are volatile.
These conditions nake an enbedded cost anal ysis nore
appropriate than a contribution to fixed cost anal ysis.

M. Taylor’s statenent seens to inply that the
speci al contract custonmer should be served fromthe
increnmental or marginal resource, and | don’t think that
is appropriate. The special contract rate, for a native
| oad custoner, should be based on average cost of enbedded

resources.

Q What is the third issue of concern?
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A M. Taylor states in his direct testinony on
page 7, line 5:

Third, including a price discount for

interruptibility in an electric service

agreenent assigns a fixed value to the
interruptibility over the termof the
agreenent. However, the drastic changes

in the whol esal e market over the | ast

coupl e of years have shown that

interruptibility can have very different

values at different points in tine.

| believe that these observations are true;
however, | don’t agree with M. Taylor’s concl usion:

Recognition of those different val ues

can best be dealt with in separate,

shorter-term agreenents.

In fact it would seemto ne that a long-term
interruptible contract woul d di spl ace sone power purchases
at those volatile market prices, reducing the risk to the
Conpany. Pacifi Corp has also already conmtted to | ong-
termcontracts to acquire peaking resources. Furthernore,
| believe that price certainty is of inportance to
Monsanto. Therefore, it appears to ne that a |long-term

contract woul d nake sense.

Q Does Pacifi Corp serve other special contracts in
| daho?

A Yes. Nu West is served under a speci al
contract.

Q s the Nu West | oad assigned (situs) to the

| daho jurisdiction?
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A Yes.

Q What makes the Monsanto contract different?

A The fact that the Monsanto contract is
interruptible and that it is such a |large | oad nakes it
different fromthe Nu West contract.

Q | s the Monsanto contract uni que?

A Yes. The size of Monsanto' s | oad, about 200 MV
and its percentage of the state jurisdictional |oad,
nearly half, make it unique. Even though there are
interruptible contracts in other jurisdictions and Ut ah
has the greatest nunber, Mnsanto is the largest single
custoner of PacifiCorp served under a special contract.
Furthernore, on a percentage basis, Idaho has far nore
special contract |oad than any other jurisdiction. |If
Monsant o were assigned situs, nearly half of lIdaho s |oad
woul d be served under a special contract.

Q What are the concerns with situs assignnent of
interruptible | oads?

A It is difficult to represent interruptible
contract |l oads in an enbedded cost-of-service study. |If
the contract load is included as a firmload in the state
jurisdiction and allocation factors are determ ned on a

situs basis, then cost responsibility to that jurisdiction

is overstated. | believe this is the point that M.
Tayl or discussed in his direct testinony on page 5, |ines
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5 to 16:

It is very difficult to accurately
reflect the cost responsibility of an
interruptible custonmer in the context of
an enbedded cost allocation . . .

If the interruptible custonmer’s load is
included in the jurisdictional and class
allocation, the costs associated with

t hat custoner are overstated.

(Enmphasi s added)

Q | s situs assignnent a bigger issue for |daho
than for other jurisdictions?

A Larger jurisdictions, with only a snal
percentage of their load included in special contracts,
can absorb the revenue effects of situs assignnment nore
easily within the jurisdiction. However, for |daho, where
t he Monsanto | oad woul d make up such a | arge percent age of
the total, establishing special contract rates bel ow cost -
of -service places an excessive burden on the remaining
jurisdictional custoner base. Historically, these
interruptible custonmers were renoved fromthe
jurisdictional revenue requirenent calculation. They were
treated as a system | oad as they provide unique system
benefits. As M. Taylor states in his direct testinony on
page 6, lines 6 through 12:

Had this not been done, the full-
enbedded costs associated wth the
interruptible custonmer would be
allocated to the host jurisdiction, but

the revenue fromthese custoners woul d
be | ower than enbedded costs and ot her

CASE NO. PAC E-01- 16 SCHUNKE, D (Di) 8
08/ 09/ 02 St af f




© 00 N o g A~ wWw N PP

N RN NN NN R R R R R R R R R R
g N W N P O © © N O OO N~ W N B O

custoners in the state would be harned.
Under this situation, keeping the
custoner on the systemwas a benefit to
the total systembut a detrinent to the
host state.

Q Does the Monsanto’s interruptible |oad provide a
system benefit?

A Yes. |f the Monsanto contract provides for
interruption of a significant portion of that load, it has
a systembenefit. System benefits froman interruptible
custoner vary based on the |evel of interruption, response
time for interruption and other factors. Wen not being
interrupted the | oad avail able for interruption provides
non- spi nni ng reserves often reducing the need for
addi tional purchases. Wth economc interruption
capabilities the systemw || benefit fromreduced
pur chased power costs in periods of high prices. Large
interruptible custoners flatten the | oad, not only by
reducing the load in peak periods when they are
interrupted but increase the |oad in shoul der and non-peak
peri ods when resources are available. These are greater
benefits than what could be utilized in |Idaho al one.

Q At the tine the |last Mnsanto contract was
signed, how were rates set?

A Monsanto’s rates and other interruptible special

contracts, signed at that tine, were set to cover the

vari abl e cost to serve them plus sone contribution to the
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fixed cost. For jurisdictional allocation their |oad was
treated as a system | oad.

Q s this an appropriate method to set the rate
for Monsanto today?

A No, | believe that Monsanto's rate shoul d
reflect the value to the systemthat its interruptibility
provides, but | don't believe that “contribution to fixed”
is an appropriate nethod to use to conpute Monsanto’s
rate. As | stated earlier, the Conpany is nowin a
condition of resource deficit, increnental costs are above
aver age enbedded cost and nmarket prices are volatile.
These conditions nake an enbedded cost anal ysis nore
appropriate than a contribution to fixed cost anal ysis.

Q What woul d be the rate inpact on the |Idaho
Jurisdiction if the Monsanto | oad were assigned situs as a
firml oad?

A | f you use a 1998 test year, the |last year that
was audited and the Conpany’s proposed cost-of-service
study, revenues would have to increase by about $15
mllion if Monsanto’s | oad were assigned situs as a firm
| oad at present rates. Using an unaudited test year
ending in March 2001, the required increase woul d be about
$18 mllion.

Absent a Monsanto rate increase this would

anount to an increase in revenue requirenent for the
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remai ni ng custoners in the Idaho jurisdiction of 10%to
12%

Q What woul d Monsanto’s rate be in cents/ kW if it
were required to pay this entire anmount?

A For $15 mllion and $18 million, respectively,
the increase to Monsanto would be 1.2 cents/kW and 1.5
cents/kWh. Adding this anmpbunt to the 1.85 cents/ kW
results in 3.05 to 3.35 cents/ kW, which is essential the
rate that results fromthe Conpany’s cost-of-service study
for Monsanto as a firmload (3.14 cents/kWw).

Q What is your recommendation regardi ng system vs.
situs allocation of the Monsanto | oad?

A The Conmm ssion shoul d establish the contract
rate and other terns of the contract agreenent. However,
the question of howto jurisdictionally allocate the
Monsant o | oad need not be determned at this tinme. The
MSP was established for the express purpose of dealing
with jurisdictional allocation issues like this one. This
Comm ssion has agreed to participate in the MSP, and the
i ssue of allocation of interruptible contracts is being
debated in that process. Wether a workable resolution
wll come forth fromthis group is yet to be seen
however, it is premature to circunmvent that process by
maki ng a change in allocation nmethodology in this case.

Once a recommendation is made fromthat group, the
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Comm ssion can consider it in a general rate case.

Q What ot her scenario do you see for the possible
resolutions to this allocation issue?

A | see a nunber of possible scenarios. None of
themrenove the risk to the Conpany that it may not
receive full cost recovery.

1. Monsanto would remain a system | oad; the
| daho Conmi ssion would establish a rate that it determ nes
to be fair and reasonable. Each Comm ssion in the other
jurisdictions would then review that rate in a general
rate proceeding and determne if the rate is reasonable.
| f any comm ssion disallows a portion of the discount from
the firmcost-of-service rate (or inputes revenue above
the rate that was established), the Conpany woul d have the
option of appeal to that conm ssion or return to the |Idaho
Comm ssi on and request recovery of the short fall.

2. Mnsanto would remain a system | oad and the
| daho Conmi ssion would set an interiminterruptible rate
that would remain in effect until the MSP made its
recommendations. At that tinme, the Idaho Comm ssion could
consi der those recomendations along with the record in
this case and establish a pernmanent rate.

3. Monsanto’ s | oad woul d becone situs
assi gned. The |Idaho Comm ssion would set the rate that

may or may not recover the Conpany’ s estimation of the
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full cost-of-service.
CLASS COST- OF- SERVI CE
Q Have you prepared a cl ass cost-of-service study
for the Idaho jurisdiction?
A No, | do not intend to present a detailed
anal ysis of the class cost-of-service study. The Conpany
is not asking for any rate adjustnents for any of the
ot her customer classes at this tinme and none of the
parties in this case are recomendi ng any. Furthernore,
there are a nunber of jurisdictional allocation issues
that are on the table in the MSP at this tinme that wll
have a bearing on class cost-of-service. It is ny
intention to address only the issue of allocation of
generation and transm ssion (GI) plant on a general basis
and as it relates to the allocation of costs to Monsanto.
Q VWhat is your opinion of witness lverson’s
proposed al |l ocation of GI plant?
A Ms. |verson states:
By allocating 100% of the generation and
transm ssi on demand-rel ated rate base
and expenses on the basis of coincident
peak demands, all firmcustoners wll
recei ve equal shares of the cost of
constructing the investnent on a per kW
basis. Al custonmers then will share
proportionately in the cost of the
generation and transm ssion investnents
based on their contribution to the
nmont hl y coi nci dent peak demand.

What Ms. Iverson is advocating is to allocate
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all (100% of generation and transm ssion (GI) plant on
the basis of demand. There would be no split between
demand and energy, so none of the GI plant woul d be
allocated on the basis of an energy allocator. GI plant
woul d be all ocated based on one’s nonthly coincident peak
| oad only. However, | do not believe this is appropriate.

It is generally recognized that generation
pl ants produce energy and transm ssion |ines carry enerqgy.
They are designed to neet the peak demand but they are
operated to serve both energy and capacity needs.

Al beit an inprecise division, the 75/25 split,
used in the Conpany JAM is intended to recogni ze the fact
t hat generation and transm ssion performthe function of
produci ng and transporting energy as well as providing
capacity. This is especially true for a system |ike
Pacifi Corp’s, that includes hydroelectric generation. The
ability of GI to provide both energy and capacity can
per haps best be denonstrated by considering a
hydroel ectric generation plant that includes sone storage.
The plant output is limted by the water behind the dam
It can produce a |lot of energy and a little capacity, or a
little energy with a |lot of capacity, or sonme conbi nation.
However, if the water is consuned in the production of
energy it will not be able to produce additional capacity.

Admttedly for thermal generation this argunment is not as

CASE NO. PAC E-01- 16 SCHUNKE, D (Di) 14
08/ 09/ 02 St af f




© 00 N o g A~ wWw N PP

N RN NN NN R R R R R R R R R R
g N W N P O © © N O OO N~ W N B O

strong, which is why the 75/25 split is weighted nore
heavily toward the capacity (demand) than the energy.

| daho Power has a greater reliance on hydro and
for years has been energy constrained, not capacity
constrained. Wiile | amnot conparing |daho Power to
Paci fi Corp, | amusing Idaho Power to illustrate that,
dependi ng on the makeup of the utility, energy can be even
nore critical than capacity.

Suffice it to say that a 100% al | ocati on of GT
costs based on demand, as suggested by M. |verson,
ignores the fact that these facilities are al so designed
and operated to provide enerqgy.

The 75/ 25 split has a long history; it has been
accepted in seven jurisdictions for allocation of
Pacifi Corp GI plant. When this issue has been addressed
in the jurisdictional allocation group, the tendency is to
i ncrease the percentage that goes to energy, not the other
way around. Currently there is general agreenent that the
75/ 25 split i1s appropriate in all the PacifiCorp
jurisdictions. | support the 75/25 split for both
jurisdictional and custoner class cost-of-service
al l ocation of generation and transm ssion pl ant.

Q Do you agree with Ms. Iverson’ s discussion on
t he demand al | ocator?

A In general, | agree with her discussion but not

CASE NO. PAC-E-01-16 SCHUNKE, D (Di) 15
08/ 09/ 02 St af f




© 00 N o g A~ wWw N PP

N RN NN NN R R R R R R R R R R
g N W N P O © © N O OO N~ W N B O

her concl usi on.

Q Wul d you pl ease coment on the demand al |l ocat or
(12 CP vs. 8 CP).

A | believe that generation and transm ssion plant
shoul d be allocated on the basis of twelve nonthly system
coi nci dent peaks (12 CP). A 12 CP generation and
transm ssion allocator better represents the actual system
operation. It recognizes that each of the nonthly peaks
is of inportance. An 8 CP in effect weights four of the
months with zero inportance. This m srepresents the
i nportance of the “shoul der” nonths on the UP&L system
In nonths when | oads are typically | ow, the Conpany
schedul es pl ant maintenance. Wen a base load plant is
down for maintenance, the Conpany is required to operate
its nore expensive units. During this tinme, the Conpany
may actually have | ess net reserve margin than in a peak
peri od.

Prior to the UPL/PPL nerger the Conpany did a
detail ed anal ysis of the systemstress factors to
determ ne which nonths were critical and, therefore, nost
appropriate for demand all ocation of GI plant. M. Tayl or
di scussed the system stress factor analysis in the

UPL- E-90-1 case. He stated the follow ng:
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The results of the stress factor

anal ysis done by Utah Power prior to the
nerger indicated that the capacity needs
during four nonths of the year (March,
April, My, and Cctober) were |ess
stressful relative to the Conpany’s
needs than during the other eight

nmont hs. Based on these results, Uah
Power used eight nonthly peak | oads

(8 CP) to develop capacity allocation
factors.

The results of the stress factor

anal ysis done for the nerged conpany
shows that nonthly firm peak | oads and
the probability of contribution to peak
stress factors do not vary significantly
t hroughout the year. This supports the
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10 use of the 12 CP capacity allocation
factor. The other four stress factors,
11 including | oss of |oad hours, indicated
t he hi ghest stress during the Spring
12 runof f period. The high stress
indicated during the spring period for
13 these factors is created by the
Conpany’ s mai nt enance practices, Wwhich
14 are driven by econonic considerations.
(Enmphasi s added)
15
16 Q Wi ch of the nonths is given zero weighting in
17 the 8 CP met hod?
18 A For the 1999 test year, April, My, Septenber
19 and Cctober had the | owest | oads and woul d be excl uded
20 with the 8 CP allocator.
21 Q Are these always the nonths with the | owest
22 syst em peaks?
23 A.  Not necessarily. Depending on the test year,
24 Mar ch, October and Novenber can al so be included with the
25 | owest four mont hs.
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Q Ms. lverson stated, “In the Idaho COS study, the
8 CP nethod is nore justified than in the JAM study.” Do
you agree with her?

A | f generation and transm ssion plant were being
desi gned for a stand-al one |Idaho system she woul d be
correct. Idaho does have a very sharp summer peak | asting
only three nonths. Furthernore, the difference between
the peak period and the off-peak period is very
significant. The nonthly load in the nine off-peak nonths
is only about 60% of the load in the three-peak nonths.
Again if ldaho were a stand-al one system one could make a
good case for using as few as 3 CPs; however, Pacifi Corp
is an integrated systemand the GI plant is designed to
nmeet the peaks of the entire system

If you were to | ook at Idaho’ s Decenber |oad and
you were designing an |Idaho system you would probably not
i ncl ude Decenber as one of the critical peak nonths for
al l ocation, because | oad in Decenber is only about 60% of
t he hi ghest peak summer nonth. However, if you were
designing a systemto serve Washi ngton, Oregon, Wom ng
Ut ah and | daho, you would add all the Decenber | oads
together and find that they were equal to about 98% of the
system peak and, therefore, a critical nonth in allocating
cost .

| also believe that the jurisdictiona
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al l ocation and the class cost-of-service allocation should
enpl oy simlar nethodol ogies. Costs cone to |daho through
the jurisdictional allocation. It makes sense to be
consistent in the allocation nethodol ogy and assign costs
to the custoner classes in the same way they are assigned
to the jurisdiction. There can be a disconnect if one
uses a different nmethod of allocating cost in the custoner
cl ass cost - of - servi ce.

Q Can you provide an exanple of what you nean by
di sconnect ?

A Yes. Assune the jurisdictional allocation nodel
(JAM uses a 12 CP demand all ocator and the class cost-of -
service nodel (COS) used an 8 CP demand allocator. If a
| arge custonmer increases its load in the four shoul der
mont hs that are not included in the Conpany’s 8 CP, but
are included in the JAM 12 CP. |daho's JAM al |l ocat or
i ncreases but the 8 CP allocator for that custoner does
not change because the increased | oad occurred in the
shoul der nmonths. This results in increased costs being
all ocated to Idaho with no change in the percentage of
cost being allocated to that custoner.
| NTERRUPTI BLE RATE

Q What do you consider a reasonable range for
Monsanto’s interruptible rate?

A Dependi ng on the anmount of interruptibility
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offered, | believe a reasonable range for the Minsanto
interruptible rate is from2.3 cents/kWh to 2.7 cents/ kW,

Q How did you arrive at this range?

A The | ow end of the range was cal cul ated by
increasing the available interruptibility to the |levels
provided in the 1992 Monsanto contract. It also
represents the effective rate that is currently in place.
Under no circunmstances do | believe the Mynsanto
interruptible rate should be set below this anmpbunt, 2.3
cent s/ kWh.

The upper end of the range was cal cul ated using
Monsant o’ s proposed |evels of interruptibility.

| accepted the Conpany’s cal cul ation of 3.14
cents/kWh as a reasonable firmrate. | then cal cul ated
the interruptible credit using two different avoided
resources at the two different levels of availability; the
| evel proposed by Monsanto and the level included in the
1992 contract.

Q What did you consider as the avoided resource?

A | considered both market purchases (taken from
GNR- E-02-01) and a potential peaking resource (taken from
t he RAMPP-6) as avoi dable resources. PacifiCorp relies on
mar ket purchases to neet its peak but has al so recently
commtted to both the Gadsby and the West Vall ey projects.

| assuned that sone conbination of these resources could
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be avoi ded through an interruptible contract with
Monsant o.

Q Pl ease descri be how you cal cul ated the
interruptible credit and resulting rate in row A of your
Exhi bit No. 101.

A Fromthe firmrate of 3.14 cents/ kW, |
subtracted the cost of a potential peaking resource |isted
in RAMPP-6, $78.43/ MM . | used this as a surrogate for
t he avoi dabl e peaking plant. The anount of
interruptibility was assuned to be the anount proposed by
Monsant o, 800 hours per year. Since the RAMPP-6 Peaker
assunmes a capacity factor of 15% or 1314 hours per year,
| recognize the proposed interruptibility is less than the
availability of the RAMPP-6 Peaker, although I nmade no
specific adjustnment for this.

I f the unadjusted value of the Peaker is applied
to Monsanto proposed interruptibility (116 MW of
interruptible load for 300 hours and 67 MNfor 500 hours),
it would have an effective value of 0.43 cents/kWh when
spread over 166 MW of total power running at an 85%
capacity factor. Subtracting this interruptibility credit
of 0.43 cent/kW fromthe Conpany’s calculated firmrate
of 3.14 cents produces a rate of 2.71 cents/kWh. Exhibit
No. 101 shows this calculation of the interruptible rate

inrow A and a simlar cal culation using short-term
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purchases as the avoided resource in row B. Both of these
cal cul ations are then repeated at greater anounts of
interruptibility and shown in rows C and D

Q Pl ease describe the other nmethods listed in
Exhi bit No. 101.

A The second nethod is the sane as the first
met hod except | used short-term market purchases as the
avoi ded resource instead of a peaker unit. | then
repeated both nethods using the anmount of interruptibility
provided in the 1992 contract instead of the anount
proposed by Monsanto in this proceeding.

Q Pl ease di scuss the appropriateness of these
met hods.

A. | believe the appropriate rate results from
usi ng sonet hi ng between the peaker and mar ket purchases.
Mar ket purchases are volatile and using themwould tend to
ei ther under value or over value the interruptible credit.
At the current market prices, | believe using them
understates the value of interruptibility. | also believe
that an interruptible contract would tend to be exercised
when mar ket prices are above the average and ny anal ysis
was based on average market prices.

An interruptible contract provides a reliable,
fixed price resource which | believe is nore valuabl e than

a short term market purchase. Therefore, ny reconmended
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rate is closer to that based on an avoi ded peaker although
| recognize that an interruptible contract may not be as
val uabl e as a peaker because the peaker may offer greater
operational flexibility.

Q What rate are you recomrendi ng?

A If the interruptibility is restricted to the
anounts proposed by Monsanto, | believe the appropriate
rate is 27 mll s/ kWwh.

| f Monsanto were able to provide greater
interruptibility a lower rate could be justified. |If
Monsanto were to provide interruptibility simlar to that
provided in the 1992 contract, then a rate of about 23
mlls/kw could be justified.

Q How do these rates conpare to current rates?

A The 27 mlls/kw rate would be 17% hi gher than
the current effective rate of 23 mlls/kW. |If the
greater interruptibility were provided, and a rate of 23
mlls/kwWwh were set, there would be no increase to
Monsanto’'s effective rate.

Q Dr. Laura Nel son of the Utah Division of Public
Uilities perfornmed an analysis for the MagCorp contract
interruptible rate. How do her findings conpare with
yours?

A Dr. Nelson found that if the MagCorp contract

provi ded four nonths, or 720 hours of interruptibility her
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anal ysis produced a rate of 27.7 mlls/kw. At 800 hours
of interruptibility I amrecomending a rate of 27
mlls/kwW for Mnsanto.

Q How has Monsanto’s contract interruptibility
changed since 1992?

A In the 1992 contract, 154 MNwere interruptible
and up to 191,564 MM per year. |In 1995, that contract
was replaced with a contract that all owed no econonic
i nterruption.

The contract proposed in this proceedi ng woul d
[imt economc interruptions to a maxi numof 116.5 MNfor
up to 250 hours or 67 MWfor 500 hours. It also allows
for 116.5 MNVto be interrupted for 300 hours to maintain
reserves. This is about a third of the interruptible
capacity that Mnsanto provide in the 1995 contract.

Q Earlier in your testinony you stated that if
interruptibility was provided at the 1992 contract |evel,
then a rate approaching the 1992 and 1995 contract rate,
23 or 24 mlls/kw, mght be appropriate. Wy do you
think that rate should define the mninmumrate?

A | believe that the cost of firmservice power
and increnental power have increased since 1995 At the
same time | believe the value of interruptibility has
i ncreased.

In 1995, the Conpany, Mnsanto, the Conm ssion
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Staff and the Conmm ssion found the effective rate of 2.3
cents/ kW to be reasonable. This was a period when market
prices were very |ow and the Conpany had excess capacity.
Today the Conpany has no excess capacity, production costs
have increased, and market prices are volatile. All these
suggest to ne that Monsanto's rate should not be reduced
bel ow the current rate of 2.3 cents/kW.

| have prepared Exhibit No. 102 show ng
Monsanto’s effective interruptible rate for all three
furnaces from 1990 to the present. 1In 1990, they were
payi ng about 2.06 cents/kwW. Wth the signing of the 1992
contract, this rate increased to 2.23 cents/ kW and that
contract included a built-in escalator that increased
rates to 2.4, 2.5 and 2.6 cents/kW in 1993, 1995 and
1996, respectively. In 1995, that contract was bought out
for $30 mllion and a new rate of 1.85 cents/kW was
established. In Minsanto’s comrents supporting approval
of this new contract, M. Louis Racine stated:

Anortizing the $30 mllion paynent at

the prinme interest rate of 8.75% over

the life of the Agreenent, the average

Monsanto rate, including the 1.85

cents/ kwh energy charge, would be in

excess of 2.3 cents/kwh.

My proposal of 2.7 cents/ kW results in a 17%

i ncrease over the current effective rate of 2.3 cents/ kW

and a 3.8% i ncrease over the 2.6 cents/ kW rate that woul d
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have been in effect had the contract not been nodifi ed.

Q Does this conclude your direct testinony in this

pr oceedi ng?

A. Yes, it does.
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